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The study divides the ten member states of ASEAN into three groups based on 
their ICT Development: The high performing countries Singapore, Malaysia and 
Brunei; the middle performing countries Thailand, Philippines, Vietnam and 
Indonesia and the low performing countries Cambodia, Laos and Myanmar. 
In an effort to bridge the digital divide, choices have to be made regarding the 
privatization of state-owned telecommunications operators, the introduction of 
competition, the opening of markets to foreign investment, and the establishment of 
pro-competitive regulations. Accession of these countries to WTO agreements 
specifically the General Agreement on Trade in Services (GATS) and Agreement on 
Basic Telecommunications (ABT) are means to ensure choice of good policies. Strong 
and reliable Commitments to these agreements make Information Communication 
Technologies (ICT) services more accessible as well as merit countries‘ credibility. 
The latter provides confidence to investors thus increases overall foreign direct 
investment (FDI) like that of China‘s.  
While there is growing consensus that each of these elements is desirable, it is 
rare for a country to go all the way on all fronts. In Southeast Asia, particular 
governments have differed in their willingness to concede control to the market, and 
most have a penchant for gradualism. Competition has been introduced, but the 
number of firms has been fixed by policy; privatization is often partial, and there are 
limits on foreign participation; separate regulators have been created but they are 
rarely fully independent.  
This paper marshals some evidence to argue that one of the best ways to remove 
barriers in countries is to strengthen commitments to GATS and ABT through its 
domestic policies and for private sector to continue investing innovation and 
infrastructure by means of FDI coming from other countries particularly from China 
given its progress and proximity to Southeast Asia.  
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Chapter 1  Initial Steps towards KBE 
1.1 Introduction 
Important technological changes lie behind the fundamental transformation and 
globalization of the world economy that have been taking place in the past few years. 
As the knowledge-based economy becomes predominant, efforts to streamline its 
operation or at least encourage greater collaboration and interoperability have been 
the object of much effort. An important mechanism affecting ICT diffusion and use 
have been the agreements negotiated under the World Trade Organization. The new 
technology leads to an entirely different perspective on what to do and importantly 
how to do it. It affects business strategy and organization. It changes traditional ways 
of looking at economies and at economic development. 
 
Of special attention to policy formulation related to ICT are trade rules affecting 
telecommunications regulation and licensing. These rules are especially important in 
opening up the telecommunications sector to competition and foreign investment. The 
increasing information flows and for encouraging the diffusion of ICTs could be 
attributed to the breakup of monopolies even prior to some Southeast Asian country‘s 
accession to WTO. However some countries‘ telecommunications market had been 
closed to competition and had been operated by de facto monopolies, the national 
telecommunications operators until WTO agreements. For signatories, the end result 
will be similar in all cases- more open national and international markets for 
telecommunication goods and services. 
 
Geographic spread is especially important because of the provision for universal 
access. There is a need to provide services to remote dwellers. However, the provision 
of rural telephony is completely unprofitable and therefore unattractive to investors. If 
privatization is not properly managed, private operators will skim off the most 
profitable telecommunications services and leave remote, rural and poorer users out in 
the cold. Disparities increase, tensions rise, the country suffers and everyone loses.  
 
Also, it is wise to remember that privatization, that allows for the selective acquisition 
of high value telecommunications services such as mobile telephony and data services 
(now IP services) while the less valuable services are funded by public sources, is a 
sure recipe for disaster.  
 
Since the formation of the WTO, change is taking place rapidly and dramatically, such 
that telecommunications services have become more competitive and the Internet has 
grown, bringing advantages to consumers and the private sector as well as 
governments. 
 
This thesis spotlights the need to develop capacity for ICT policy and regulation 
within developing Southeast Asian countries. It argues that capacity should be 
developed among all stakeholders, not solely within government agencies, because 
that would enable effective participation by many players that would ultimately move 
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Southeast Asian countries and China.  
1.2 Background of the Study  
Figure 1 Relationship of WTO-Government and Private Sector (FDI) 
 
 
The major players of this study are the WTO, Private Sector and Government. 
They are intricately linked, in other words, the network in which these three 
sector move often coincide and overlap, which is symbolized as: 
 
G∩E (or A∪D) represents the interaction between WTO and the private sector. 
The same concept as G∩F (or A∪B) for government and WTO and  
E∩F (or A∪C) for government and private sector. 
 
A stands for the common area where all the participants involve achieve the 
common goals which is ultimately the path towards the knowledge-based 
economy.  
 
After much debate, it is now recognized that economic growth is a necessary 
condition in alleviating poverty. The relation between the ability to communicate over 
distance using technological means has been much discussed by Cronin, Colleran, 
Parker, and Gold (1991), (1993b); Hardy (1980); and Mansell and When (1998). 
 
Correlation is beyond dispute, but the case for causation is unlikely to be established. 
Development requires many inputs, communications and knowledge being only some. 
Establishing causation is considerably more important during the time when public 
funds, domestic as well as donor, were still the main source of investments for 
expanding access. The past two decades have witnessed dramatic revolution in the 
information and communications technology. The convergence of the IT industry and 
the communications industry has been the driving force of the knowledge-based 
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widespread applications are among the third industrial revolution. While there is 
ample evidence from the developed world to support this argument (Kraemer & 
Dedrick, 2001); (Jalava & Pohjola, 2002), the impact of ICT revolution on developing 
countries remains unclear because of their varying policies and adoption. 
 
The available evidence of demand and positive externalities from telecom 
services by the underserved provides adequate justification for policy 
intervention. ICT infrastructure is undersupplied because historically evolved 
policy locked in by inertia constrains supply. Whenever policy constraints 
have been relaxed, supply has dramatically increased. The lifting of policy 
constraints may be described as liberalization. Liberalization includes the 
creation of an explicit regulatory regime, separate from the incumbent or 
major operator, the relaxation of entry controls to allow more suppliers to 
participate in the market and the internal reform of the incumbent or major 
operator, which in many cases includes a complete or partial change in 
ownership or management (Fink, Mattoo, & Rathindran, 2009).  
 
By the scale of economic history, East Asia‘s rapid growth is astonishing but there is 
a question whether it was miraculous. Arguments have been made pro and con. While 
few conclude that it was just a plain miracle, rapid growth has frequently been 
attributed to unexplained considerations, the ―residual factor in economic growth‖ 
(Solow, 1957), or broad imperfectly defined factors such as culture (Harrison & 
Huntington, 2000). China‘s growth reflects increases in inputs of capital, shifts 
towards more advanced industries, and use of more sophisticated technology. It 
follows from globalization of trading patterns. Moreover, it reflects globalization that 
has allowed local and foreign entrepreneurs to exploit low labor costs and to 
participate in a, sequential development process in a world economic setting. (World 
Bank, 1993) 
 
Except for Singapore, Southeast Asian countries are only in the initial phases of 
adopting information and communications technology to improve financial 
management information and reporting, streamline the delivery of government 
services, enhance communication with the citizenry, and serve as a catalyst for 
empowering the academe, the private sector, and the government. This paper suggests 
some directions for developing Southeast Asian countries that are still on their way 
towards Knowledge Economy. 
1.2.1. World Trade Organization  
Major trends in the global economy which have been apparent in the last two decades 
calls for the mediation of a multilateral organization to ensure a proper platform of 
discussion between disputes and the settling of which into agreements. First is the 
large expansion of trade between nations since the adoption of GATT in 1947 which 
has significantly accelerated in the past two decades. Addition of new members like 
China signifies the expansion of scope of application of WTO trade rules. Second is 
the revolution took place in ICT relates to market-opening reforms. For much of the 
twentieth century, telecommunications were organized in Southeast Asia as well as in 
many countries around a monopolistic operator which had started to liberalize earlier 
in the 1980s and is still ongoing at present.  
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on Basic Telecommunication Services. This Agreement is of considerable 
significance since its sixty-nine contracting parties represent over 90 per cent of the 
world‘s basic telecommunications revenues. While several parties had already 
liberalized their telecommunications market before the adoption of this agreement, 
there is little doubt that it triggered significant market-opening reforms in many 
nations.  
1.2.2 Government  
In the intervening years, public policies have become somewhat less narrowly 
interventionist than they used to be. Instead of promoting specific industries such as 
steel or automobiles or imposing government regulations or building state-owned 
enterprises, most but not all policy makers have turned greater reliance on private 
initiative and market forces to advance development. The dispute between 
neoclassical economists whose strategy can best be summarized as letting free 
markets do the job. This is because ICT business activities pose special challenges 
that call for public intervention in some respects that hinder it in others. Some 
important considerations, like physical infrastructure, education, and intellectual 
property protection fall naturally into the domain of government. But others such as 
decisions about high-tech projects, what industries to build, and what technologies to 
use are better handled by profit-seeking, risk-taking entrepreneurs. Governments will 
have to continue playing a ―push‖ role ensuring a favorable environment for the 
provision of ICT infrastructure and development of the domestic ICT sector. 
 
Governments have undoubtedly played a vital role in developing information 
infrastructures in general, and government funding has been important in developing 
the internet (Naughton, 1999). But, instead of calls for massive government funding 
for ICT development, the consensus among policy-makers and advisers is for 
governments to promote ‗open‘ and competitive ICT markets. As with other 
development issues, the ‗proper‘ role for government is seen to be creating an 
enabling policy and a legal and regulatory environment for ICT development. 
1.2.3 Private Sector/Industry 
Developing countries have limited access to modern infrastructure particularly those 
living in the rural areas. Countries lack behind ICT because of the lack of financial 
resources. Governments have little awareness of what ICTs can offer and thus do not 
sufficiently supply their countries with telecommunications infrastructure and Internet 
connectivity. In this light, more private sector funding is needed in order to fast pace 
the development of most developing countries which can be through the forms of FDI. 
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Table 1: How Can National Governments Attract FDI in ICT? 









Privatization & Liberalization 
-Government sells all or part of its 
stake (either private or public IPO). 
-Provision of incentives to investors 
 
 
-Combination of both approaches to 
increase efficiency of incumbent 
and to introduce competion 
New entrants Liberalization -Allowing competitors into the 
market 
-Incumbent remains owned by 




Source: (Hamdani, 2006) 
1.3 Research Objectives 
1. To investigate the linkages and relationships between the World Trade         
Organization, government and industry (with particular focus on FDI) in 
relation to the knowledge economy. 
 
2. To enhance the competitiveness of Southeast Asian countries by giving 
general recommendations and suggest an applicable model for developing 
Southeast Asian Countries‘ telecommunications infrastructure which is 
vital in the knowledge economy. 
 
3. To fast track the development pace of Southeast Asian countries that are       
lagging behind towards the knowledge economy. 
1.4 Research Questions  
The main questions to be answered in the study of the ideal path towards a 
knowledge-based economy of Southeast Asia are: 
 
1. What recommendations and directives can be made to hasten the path of 
developing South East Asian countries‘ path towards a knowledge 
economy? 
i. Is it possible to identify the constituents of good 
telecommunications policy? 
ii. Is it possible to further the choice of good policy at the national 
level through multilateral negotiations? 
 
2. What is the role played by the WTO, government, private sector (FDI)? 
i. What is the nature of the linkages and relationships? 
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